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Compared with 
April 1944 May 19435 


Bank Debits — 0.1% 12.9% 
‘ree Sales . + 5.2 -11,1 
|} Building Permits — 4,0 — 8,2 
Lumber Production (woekly average)}/ } -~16,.0 —16.5 
Gasoline Sales | +. » — 3,4 





Busin7ss Feilures - Five One Failure Six Failures 
($331,000) ($76,000) ($38,000) 
V/ Western Oregon and Western Washington © 
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REVENUE ACT OF 1943 
Summary of the Changes Effected by the Revenue Act of 1943 
By 
C. Le Kelly, Professor of Business Administration 


The Revenue Act of 1943 consists in general of amendments to the Internal Reve- 
mue Code and other stetutes, The additional revenve produced by this act results, 
to a considerable extent, from the increase in the excise taxes, A few of these 
increases arc listed near the end of this review, 


The amendmonts relating to income and excess-profits taxes are quite technical 
and add to tho complexity of the law, 


Individual Returns, Beginning with 1944, the earned-income credit is repealed, 
Since the normal tax of 6 per cent is applied on the net income after adjusting for 
the earned-income credit (10 per cent of earned net income or 10 per cent of net 
income, the lesser of the two), the increase in taxes will be very small. 





The Victory tax rate is now a flat 3 per cent for both single and married in- 
dividuals, Therefore, for some taxpayers (single and not head of a family) there 
will bo a decrease; for others there may be an increase--according to dependency, 
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Taxpayers using the so-called alternative tax form (1040A) will find a much 
simplified form with tables to show their normal tax, surtax, and Victory tax all 
in-one amount. However, an adjustment to the tax will be necessary in some cases, 


Under the provisions of the Revenue Act of 1943 it is financially desirable to 
marry before July 1, or to plan for children to be born before July 1, since the mari- 
tal status and the number of children on that date determine the personal exemption 
for the taxable yeor. If the taxable year does not contain July l, as it might not 
in the case of estab’ishing a taxable year or in making a change from one to another, 
then the status on the last day of the taxable year determines the exemption. Since 
the personal exemption is determined by the status as of July 1, the recuirements for 
filing returns are changed. Furthermore, no joint return may be filed by husband and 
wife if they have different texable years. This automatically ‘requires that separate 
returns be filed for a decease% and a surviving spouse, 


In the case of returns for a fractional part of a year, estates and single indi- 
viduals get the full $500 personal exemption, except when a return for a fractional 
part of a year is required in order to insure the collection of the tax, 


For fiscal years beginning in 1943 and ending in 1944, it will be necessary to 
compute the tax in full, first under the law applicable to the calendar ycar 1943, 
then under the law for the calendar year 1944, The proportion of each tax according 
to the retio of the number of days in ench year to the total number of days in the 
fiscal ycar must be taken, and the sum of the two will be the tax, Because of the 
changes made by the Revenue Act of 1943, the net incame and the Victory tax net in- 
come may be different under the old and the new lew. 


Joint and several liability is established, in the case of taxpayers filing 
a joint return in either 1942 or 1943, for the amount by which the 1943 tax is in- 
creased because of the 1942 tax being larger. 


The Antiwindfall Tax Repealed. Some changes have been made that effect the 
estirated tax. In general the changes reduce the penalties: (1) For failure to 
file on time--reduced from 19 per cent of the tax to 5 per cent plus 1 per cent per 
month (except the first) until paid; agzregate 19 per cent. (2) For failure to pay 
‘installments--reduced from $2.50 or 2% per cent of the tax, whichever is greater, to 
a penalty similar to the penalty for failure to file, However only one of these two 
penalties will apply. In both cases, there will be no penalty if the failure to file 
or to pay are shown to be due to reasonable cause. (3) The penalty for underestimate 
in 1943 is, in general, waived if the estimate was made and was paid on time, and if 
the estimate was based on income at the time of filing or on income as great as that 
of the previous taxable year. 





The only change in the withholding tax relates to the change of marital status 
and to dependents. The change now subsitutes the July 1 status, 


Tne withholding tax for aliens br-ught into the United States under the WMC pro- 
gram (mostly Mexicans on the West Coast) is reduced from 30 per cent to 10 per cent 
in most cases. 


Back Pay Attributable to Prior Years, The tax on income including back pay may 
not be greater than the total tax would be if the back pay were added to the income 
in the years in which it was earned and taxed then, Howewer, this revision does not 
apply unless the back pay exceeds 15 per cent of the gross income including the back 
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pay. Mustering-out pay for military and naval personnel need not be included in 
gross income. 


Cost-of-living or post allowances made to civilian officers and employees of the 
United States, stationed outside the continental United States, need not be included 
in gross incore for taxable years beginning after December 31, 1942, 


Deductions. Under the current law, Federal import duties and Federal excise and 
stamp taxes are no longer deductible as taxes, unless they are classifiable as busi- 
ness exvonses, or as expenses for production of income, Individuals can no longer 
deduct the tax on railroad tickets, theater tickets, etc,, except when the tax can 
be classified as a business expense. 





Some new minerals are subject to percentage depletion at the rate of 15 per cent. 
However, these are excluded from discovery depletion, Individuals interested in min- 
ing should investigate carefully. 


Wealthy individuals who operate businesses at a losasfor five consecutive years 
are now limited to a net loss of $50,000 plus interest and taxes, The returns for 
past years will be examined and appropriate assessments made. "The amendment has no 
application to any occupation or activity which is not a trade or business regularly 
carried on by the taxpayer." 


For a blind individual there is a new deduction of $500 annually. The status 
is determined as of July 1 of the taxable year, 


Corporations can now make deductions for contributions to organizations operated 


exclusively for veteran rehabilitation, to posts of war veterans organizations, and 
to trusts or foundations for such posts, 


Bad Debts. For all taxable years beginning after December 13, 1938, it is pos- 
sible to deduct for the part of a debt unrecovered, but not in excess of the amount 


charged off in any one yoar, 


Taxable yoars beginning after Decombcr 31, 1937 are now open for adjustment bee 
cause of losses for bad debts and worthless stovks, 


The right to take security losses as regular rather than capital losses is ex- 
tended somewhat to corvorations with subsidiaries or affiliates, and this right is 
‘made retroactive to taxable years beginning after December 31, 1941, 


Some closely held corporations cannot liquidate and distribute their assets in 
kind to the owners, who desire to continue operations as a partnership or single 
proprietorship as a tax-saving measure, without obligating the stockholder-owners to 
a tax on the gain in liquidation. However, the basis to the corporation appears to 
becano the basis to the former stockholders, and an eventual sale may result ina 
taxable gain. Individuals considering taking advantage of this section should proceed 
carefully on competent advice, 


Under the old law insolvent corporations, in reorganizing, often transferred 
their assets (1) in a reorganization or (2) to a controlled corporation. These had 
a different tax effect. Under the new law the tax effect is determined somewhat 
differcntly, affording some relief, 
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In the past, a corporation affecting reorganization under Sec. 77B of the Bank- 
ruptcy Act as amended had to adjust the basis of its property to the extent that its 
debts were cancelled or reduced, Under the current law, no adjustment of basis is 
necessary for such completed reorganizations as took place after December 31, 1955 
but before Sontember 22, 1938. 


At times in the past, the Federal Communications Commission has directed that 
certain individuals dispose of their radio broadcasting prop-rties or their stock in 
& corporation operating a broadcasting station. If gain is reriized and the taxpayer 
elects, such an exchange can be trested as an involuntary conversion, and no gain need 
be realized if the taxpaper reinvests the funds or establishes a replacement fund. 


In recard to railroad reorganizations under Sec,77 of the Bankruptcy Act as 
emended, the current law allows the transferee road to establish, as the basis of the 
property received or acquired, the basis in the hands of the transferor, 


Labor unions, farmer cooperatives, and sevcral other classes of organizations, 
formerly relieved from filing returns, must file them this year by May 15. WNany of 
these organizations, it is believed, should not be tax exempt because they do not 
fulfill the requirements of cxemption,. 


Certain corporations with foreign subsidiaries, or where the subsidiary is the 
corporation in the United States, have either paid too small or too large a tax be- 
cause of the formula that previously governed the allocation of the income and the 
tax. A modificd formula is provided in the current law, 


Sec. 136 of the current act qualifies the individual and corporate income-tax 
amendments to make it possibic to adapt our rovenue laws to any treaty agrecments, 


Stockholders in personal holding companies should examine the new definition 
of a dividend as applied to pnersonal holding canpanies, 


Since the enactment of our present excess-profits tax law--October 8, 1940-- 
certain individuals and corporations have purchased control of other corporations 
for the purpose of adding to the basis upon which the excess-profits credits are 
computed, Thus they have evaded or avoided income or excess-profits taxes, The 
amendment to the current act automatically disallows such manipulation. 


One of the most important amendments made by the current act affects the timber 
interests. Ovwmers and operators should familiariz> themselves with the opportunities 
afforded by this law, In brief summary the law is as follows: 


(1) If an owner of timber land has sold the stumpage, he can now treat the gain 
as capitol gain. In substance the maximum tax on this gain would be 25 per cent. 


(2) Owners of timber land cutting their own stumpaze are afforded the same op- 
portunity. However, in the case of a sale, the treatment is rotroactive for open 
yoars; in the caso of cutting, it begins with January l, 1944, 


(3) Operators who bought on a cutting contract, ogreeing to pay for the stumpage 
as cut, can charge the logs to their mill at markct price ond effect a capital gain, 
beginning with January 1, 1944, Howcvor, the writer urges ccution here, 


Anyone contemplating taking advantage of any of these savings on timber should 
get good accounting and legal advice. 








OREGON BUSINESS REVIEW 





There is a special relicf for taxpayers who were on a last-in, first-out method 
of inventory, and who realized gain by forced liquidation of their stocks of merchan- 
dise because of war conditions. In general, the law has the effect of adjusting the 
profits in the year of liquidation, It is retroactive to taxabie years beginning 
after Decomber 31, 1940. 


The law exceeds the period of limitation for assessing deficiencies or over- 
payments srhere these come about because of an adjustment of related taxes. For ex- 


ample, an edjustuen’s of excess-profits tax could require an adjustment in income tax, 


Another technical amendment extencs the period in which a claim for refund can 
be filed and a refund made, in cases where ths commissioner and taxpayer have agreed 
to on extonsion for making an assessment. 


The following provisions affeet corporations in particular: (1) The excess- 
nrofits tax rate is increased to 95 per cent. (2) The specific exemption used in 
the computation of excess-profits income is increased to $10,000. This also affects 
the necessity of filing an excess-profits return if the excess-profits net income is 
less than 316,000, (3) The excess-vrofits credits based on the invested~capital 
method are decreased in the higher brackets, (4) In the case of corporations which 
cut timbcr or operate certain kinds of mines, certain additional excess-profits 
exerptions are available. (5) Air-mail revenue is excluded from the revenue of air 
transport companies in figuring excmpvion from excessaprofits taxes. (6) In the 
casc of fiscaleyear corporations, the tax applicable to cach calendar ycar must be 
compoutcd,. j 


In the case of public utilities, the oredit for preferred dividends paid out of 
accrued vreferred dividends up to October 1, 1942 is restricted. As to preferred 
stock issued currently to replace bonds or debentures, the credit is allowed if the 
amount of stock issued does not exceed the amount of bonds or debentures replaced. 
However, in applying the over-all 80 pcr cent tax limitation, the amendment provides 
that the corporate surtax net income be comouted without regard to 80 per cent of the 
credit for preferred divicends paid by public utilities, Along this same line, thero 
is a technical amendment correcting what was apparently an ecrror in the drafting of 
the 1942 law. The cxcess-profits income and tax liability will no longer be reduced 
by 80 ner cent of the prefcrred stock dividends paid during the taxable ycar, 


An anendrent transferring the taxing of mutual fire-insurance comranies from Sec. 
207 to Sec. 204 was added. This will make these companies texeble on the same basis 
as stock fire caupanies, 


See. 510 of the new law eliminates the excess of net long-term capital gain over 
net short-term capital loss, if any, for the purpose of computing the income subject 
to the declared-value excess-profits tax, 


In order not to hold up corporate liquidation, dissolution, merger, etc., the 
secretary of the Treasury may now permit transfer of ownership of postwar credit bonds, 


If a corporate taxpayer overestimated and overpaid the excess-profits tax, the 
postwar credit would be too large, ‘then the excess-profits tax is reduced and a re- 
fund or crodit obtained, the postwar credit must be correspondingly reduced. . Sec. 
250e of the new law provides the method, | 


There is also a series of amendments readjusting the computation of postwar 
credits arising out of various altornatives. 
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Estates and trusts, The rates of tax on estates and trusts are the same, except 
that the Victory tax is now a straight 3 per cent. In general, there is no™ prora- 
tion of personal exemptions end no pooration for a fractional-ycar return, 





In some cases income is received by a trust in one year and taxed to it, then 
distributed in the followinz year and taxcd to the beneficiary. This double taxation 
is, under certain conditions, now corrected by Sec... 153 of the new law,. 


In the recent past many individuals have established trusts by contributing 
income sccurities, the income of tho trust to be used for the support and maintonance 
of the erentor's wife and children. fhe United States Supreme Court has ruled that 
the incomo of the trust is taxable to the grantor, The now law limits the tax to such 
proportion of tho income as is used for the support of the bencficiarics,. 


Excise Taxes. The increase in rev2nue derived by the 1943 law is mainly from 
exqise taxes. Space does not permit of any detailed trectment, These taxes may be 
coassified as: admissions .nd dves taxes; stamp taxes; manufacturers! excise taxes; 
retc.ilor's excise taxes; communications, anusement, and service tcxes; import taxes; 
liquor taxes; tobacco taxes; floor stocks taxes; occupational taxes; and miscelluneous, 


Estate ond Gift Taxss. There are certcin small changes relating to valuing 
securitics, to exemption of disclaimed legacies, to granting relief to srantors who 
reserved the right to change beneficiaries, and to power of cppointment,. 





Social Security and Unemployment Taxes. Rates are not to be increased before 
Jonuery 1, 1945. ‘the rules reloting to refunds of unemployment taxcs are made more 
liberal, 





Renerotiation of War Contracts, In general, there is a new law relating to 
renefovlation. ihis law 1s very technical, and no attempt is made to summcrize it 
here. One very im»ortans change that affects a large number of enterprises in the 
Hortinvest relates to the exemption from renegotiation where the gross business on 
war contracts during the fiscal year is less than $500,000,. 





The 1943 law creates what is known as the War Contracts Price Adjustment Board, 
composed of six morbers, ono from each of the renegotiating departments, and one each 
fron the Reconstruction Finances Corporation and the War Production Board, In effect, 
this board directs the rencgotiatine authorities, and acts on appveals by contractors 
and subcontractors. However, contractors may appeal to tho Tax Court of the United 
States, whose finding is final. The Renegotiation Act will expire by Jume 30, 1945, 


The secretary of any depertment covered by the Renegotiation Act con seize the 
plant of any contractor or subcontractor, if the lattcr will not "negotiate to fix a 
fair and reasonable price” for any article the price of which the secretary deoms to 
be “unreasonable and unfair." The contractor, of course, has recourse to the courts. 


Miscellenecous Provisions, One provision amends Sec, 1114 I.R.C. to allow a judge 
in the Tax Court to appoint an attornoy of tho court to act as commissioncr in a par- 
ticuler case. Another rclates to tho importation of newsprint during the shortage, 
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COUNTY BUSINESS ACTIVITY SERIES 
Jackson County 





Rseburaa ° 


JACKSON 


e Nedter ! 
eAshta nd 











CALIF OQORVMIP 


; 


2,817 square miles (1,902,880 acres) 


2. Population: 


A. Number: 1944 40,592 (Ration Book IV, January 1, 1944) 


1940 36,213 
1950 32,918 
1920 20,450 


Characteristics (1940); 


l. 
Ze 
Se 
4. 


Per cent netive born white ..se«eeecese 2286 @ © Sen 
Per cent between 15 and 65 (potential labor reservoir) . .. 67.3 
Per cent living in rural arcas . «esses eeecs cee 0 0 0 Sted 
Liedian school years completed dv persons 25 years of age 
or older: _ 
a. hiales. ... 8-8 
b, Females. .. 10,0 


Cities end torms 2,500 population or over: 


1, 


26 


Ashiand: 1940 4,744 
1950 5,544 
1920 4,283 


Medford: 1940 11,281 
(county scat) 1920 11,007 
1920 5,750 


Employment: 


A. Labor force (i.e., persons normally employed) 14,000 


l. 
2. 


77.2 per cent of men over 14 included in labor force 
19,5 per cent of wromen over 14 included in labor force 


Principal industries in whichlabor force is employed: 


1, 
2. 


Berens « ¢ 6 6 6 6 8.6 © be 6 6s 8 6b6 600 6 66 eee 
Lunber and wood products (logging 408, sawnills 607, furniture 
furniture and cther manufactured goods 90) .« « « « « « « « e 1,105 
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3. Professional and related serviceS. « eee«s.-e«eeeee 
4. Reteiling (except food, drink, autos and auto supplies). 


Se Gempurugeagt «oe«es6sene6¢00e 6 ede 08¢ 82 Oo mS 
Agriqulture; 


A. Nuuber of farms. eoeee%eee#e#ee#e#«e##e# # @ e 2,702 

Be *Average size of farmS. « «+ +«ee-evecee ° 117.1 acre 

C. Averare value of farms (land and buildings). ‘ $6,290 

De. Fer cent of tenancy. “ees eseet ee &© @ @ ° 15.6 

Be Per cent of county a SOGMRse 3..b 2.0.4.6 8 @ 6 6 ee e 17. 5 

F. Products: The county is Justly famous for its fruits; its Rogue River 
pears have long set a oe standard on world merkets, There 
are four major irrigavion districts. Hay, small grains, and 


dairy products are among the other items produced. 


Hiousing: 


A. WNimber of dwelling units in cowmty 12,509 (average of 3.18 persons per 
occuvied dvelling) 
- 1, Ashlond 1,765 (average of 2.99 persons per occupied dwelling) 
2. Hedford 3,930 (average of 3.05 persons por occupied dwelling) 


Percontaze of dwellings in county occupied by owners 57,8 
1. Ashland 54,9 
2. keaford 49.4 


honufacturing (1939): 


A. Number of establishments Rg 
Pe Total value of products 9 483,677 


G. Value added ho aaeetineieae f Bee of products less cost of materials, 
supplies, etce) $2,925,546 


Trede (1929): 


A. Retail: 527 establishments with sales of $13,442,000 
1. Aghloand: 90 with sales of $1,866,000 
2. iiedford: 256 with sales of $9,741,000 


Wholesale: 43 establishments with sales of’ $7,752,000 
1. ‘:edford: 31 establishments with sales of $5,955,000 


OREGON BUSINESS - HAY 


Bark Debits. The total debits (Checks charged against customer's accounts) of 
the 66 banks and branches reporting to the Bureau of Business Research for May were 
almost identical with those for April, but higher than those for May 1943, 
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Orezon 


Portiand 


Number of 


Banks 


Reporting 


88 
25 


Lower ifillamette Valley 9 
Upper Viillamette Valley 12 


North Oregon Coast 
Douglas - Coos Bay 
Southern Oregon 
Upper Columbia iRiver 
Pendleton 

Central Oregon 


Klamath Falls « Lakeview 


Baker - La Grande 


Debits 


May 1944 


$601,996,195 


445,953,627 
36,341,958 
54,854,974 
10,890,495 

7,977,363 
15,800,633 
7,476,323 
9,515,496 
6,163,730 
15,264,250 
8,086,279 


Compared with 


April 1944 





— 0,1% 


+- 148 
-—-10.8 
rere 200 
+ 5.2 
-= 0,6 
—10,2 


“= 21,0 


+ 6,1 
— 13,4 
+ 7.9 
+ 1.4 


May 1943 


+ 12.9% 


Se he 
ses ses @® @« 28e® @ ®@ 


ANQPLwHAAIAIN 

t+tlt4ttl4+t 
COO aONnOP OAK AI CO 
BOnoMwwWHeVWON 


wo Ww ~ 


Burns - Ontario 5,671,067 — 18,4 


Retail Sales, The May sales of 503 independent Oregon retailers were slightly 
higher in liay than in April or in ifay 1943, The percentage change by kind of 
business is shown below: 





Compared with 
April 1944 May 1943 





Oregon + 11.1% 


+-14.9 
+12,1 


Department Stores 

Food Stores 

Eating and Drinking 

Drug Stores 

Apparel Stores 

liotor Vehicle Dealers 
Furniture - Household «- Radio 
Lumber - Building - Hardware 





The percentage change by marketing areas is shown in the table below: 


Compared with 
April 1944 May 1943 


+ 5,2% —+11.1% 





Ore gon 





Portland 


Lover Willamette Valley 
Upper Willamette Valley 
North Oregon Coast 
Douglas = Coos Bay 


Southern Oregon 


Upper Columbia River and Pendleton 


Central Oregon and Klamath Falls - Lakeview 


Baker - La Grande - Burns - Ontario 


+ 3,4 
—+ 8,8 
—+ 13,6 
+-11,5 
+ 16,0 
—+- 0,2 

24,5 

2.9 


+- 5,6 


+ 8:2 
—+27.0 
—+-11,2 
+17 .6 
+ 18.3 
—12,.0 
-+-22 .0 
—+- 5.5 
+ 7,8 
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Building Permits ° 
shown bcelov, 


. 
. New Residential 





Astoria 

Bend 

Eugene 
Klamath Falls 
}‘edford 
Portland 
Salem 


Remainder of State 


Total 


New Non-Pesidential 





As*oria 

Bend 

Eugene 
Klenmath Falls 
liedford 
Portlond 
Selem 


Rerainder of State 


Total 


Building perrits for 47 identical cities and towns are 


liay 1944 


none 

none 
55,900 
none 

no revort 
528 ,450 
5,000 
184,945 


572,595 


6,000 
4,000 

815 

none 

no report 
286,975 
5,355 

. 103,506 


406,251 


Additions, Alterations, and Repairs 





Astoria 

Bend 

Eugene 

Klamath Falls 
Licdford 

Portland 

Salem 

Remainder of State 


Total 
Grand Total 


$ 13,700 
§,500 
11,120 
7,925 

no report 
157,525 
8,082 
52,566 


258,818 _ 
$1,237,664 


April 1944 





1,000 
none 
52,700 
none 
none 
370,600 
600 

106 , 906 


531,806 


350 
none 
1,625 
1,500 
2,400 
162,875 
8,710 
76,560 


254,020 


1,645 
300 
13,015 
4,925 
6,030 
367,925 
4,132 
63,836 


461,808 


$2,247,634 


May 1943 


none 
200 
200 
none 
none 
770,320 
none 
$2,640 . 


803,360 


none 
130 
1,985 
none 
1,000 
179,070 
321 
24,730 


207 ,236 


12,892 
none 
8,873 
3,805 
5,795 
248 830 
8,941 
19,535 


308,671 


$1,319,267 








Ee 


OREGON BUSIIESS REVIEW 


Issued iionthly by 


. The Bureau of Business Research 
School of Business Administration - University of Oregon 


Editor 


We. Ce. Ballaine, Associate Professor of Business 


Administration 











